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KEY ECONOMIC INDICATORS 
(In US$ Unless Otherwise Stated) 


1972 1973 1974 
GROSS NATIONAL PRODUCT 
GNP at Current Prices (Millions) 7,277 8,382 10,343 
GNP Constant 1968 Prices (Millions) 5,776 6,111 6,514 
Per Capita GNP, Current Prices ($) 500 559 668 
Per Capita GNP, Constant 1968 Prices ($) 397 407 421 


LABOR FORCE 

Total Labor Force (Thousands) 4,643 4, 806 4,974 
Fully Employed (Thousands) 3,510 3,657 3, 803 
As Percent Total Labor Force (%) (75.6) (76.1) (76.5) 
Not Fully Employed (Thousands) 1,133 1,149 1,171 
As Percent Total Labor Force (%) (24.4) (23.9) (23.5) 


MONEY AND BANKING (December) 
Money Supply (Millions of Soles) 44,878 54,921 66,036 
Commercial Bank Interest Rate (Prime) Liao Lj. 17.5 
Central Bank Discount Rate (Commercial 
Loans) 9.5 9.5 9.5 


COMMERCIAL BANKS ACCOUNTS (Millions of 
Soles) 


Loans 
Investments (Securities) 
Deposits 


INDICES (Base Year = 100.0) 
Consumer Price Index (1966 = 100.0) 
Wholesale Price Index (1963 = 100.0) 
Construction 
Agriculture 
Livestock 


BALANCE OF PAYMENTS 

Net Gold and Foreign Exchange Reserves 
Net Balance of Payments 

Balance of Trade 

Total Exports (FOB) 

U.S. Share (%) 

Total Imports (CIF) 

U.S. Share 


ECONOMIC ACTIVITY 
Electricity Consumption: Lima Area 
(Millions of Kw/H) Total 2, 346 2,726 
Industry 847 1,019 1,099 
Cement Consumption (Thousands of MT) 1,584 1,718 1,982 1 
Stamp Tax Collection (Millions of Soles) 11,417 14,875 17,015 1 


eee 
Source: Ministry of Economy and Finance, Central Reserve Bank, Superintendency of 
; Banks, National Office of Statistics and Census, Superintendency of Customs 





SUMMARY 


The rate of growth of real GNP is not expected to exceed about 5% over 
the next few months as a result of reduced growth in the manufacturing, 
mining, construction, energy, and government sectors, although these 
sectors will continue to be the most dynamic. Increasingly frequent labor 
stoppages, lack of materials and supplies due to import constraints, and 
capacity limitations owing to disincentives to new investment in recent 
years are some of the causes of the slower growth. Production of basic 
food items continues to lag behind population growth giving rise to 
shortages and inflationary pressures. Public investment spending remains 
the most dynamic factor on the demand side while private domestic and 
foreign investment remain stagnant except for the Cuajone project and 
oil exploration by foreign firms. A few social property firms have now 
started, and industrial community representatives will probably be 
authorized greater control over company management decisions. Rapidly 
increasing imports of goods and services and long and short term debt 
repayments will probably produce a sizeable balance of payments deficit 
for 1975, notwithstanding heavy drawdown on loans to the public sector. 
Less than spectacular success in oil exploration in the Peruvian jungle 
also make it less likely that Peru soon will become a major oil exporter 
by 1977, although it could well be self-sufficient by that time. In- 
flation has accelerated significantly in recent months, partially due 

to the large and growing budget deficit, consumer goods shortages, as 
well as recently approved wage hikes and increased prices for a wide 
range of basic foodstuffs and other commodities. These wage/price 
increases, and a phasing out of most subsidies were a substantial 

change in the Government's policy of subsidizing consumers, rather than 
producers. The Government's new economic decisions were presented to 
‘the public as measures designed to realign prices and most importantly 
to generate greater agricultural and industrial productivity. Specifi- 
cally, the Government increased wages and salaries of public and private 
sector workers, set guidelines for future wage settlements in the 
private sector, and raised the prices of a broad range of goods and 
services which are subject to price controls, including gasoline, food 
and beverages, newspapers, and public transportation. Earlier in the 
year, the Government increased on-farm and retail prices of most basic 
food items, announced that subsidies would be gradually phased-out, and 
increased several major taxes. Further tax increases are expected later 
this year. 


Implications for U.S. Business 


- U.S. exporters of food products, raw materials and intermediate and 
capital goods should encounter growing markets in Peru, especially serving 
the needs of public development projects. Credit terms remain an important 
competitive factor. Imports of non-essential consumer goods, especially 
luxury items, areeither prohibited or under strict quota. 

- U.S. investors can find opportunities in Peru, especially in joint 
ventures and other associative contract relationship with local firms and/ 
or government agencies. Interested investors should familiarize them- 
selves fully with Peruvian regulations governing investment as well as 
with the foreign investment code of the Andean Pact. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Slower Rate of Growth in Real GNP Expected 


The rate of growth in real GNP is not expected to exceed about 5% over the 
next few months as the result of reduced growth in the manufacturing, 
mining, construction, energy and government sectors, although these sectors 
will continue to provide the major impetus to the growth of the economy. 
Further recovery of the fishmeal industry will add momentum, although 
other sectors of the economy are expected to grow by less than overall 
GNP. The production of basic food items is increasing less rapidly than 
the rate of population growth giving rise to increasing shortages, 
additional food imports, and persistent inflationary pressures. In an 
attempt to stimulate production, agricultural sector institutions have 
been reorganized and on-farm and retail prices of most crops have been 
increased; the latter representing a major shift away from the previous 
policy of consumer subsidy through artificially low food prices. Both the 
mining and manufacturing sectors are growing significantly less than the 
respective rates of 4.2% and 8.0% achieved last year; the former due to 
lower international minerals prices which has made many smaller mines un- 
profitable, and the latter owing to frequent labor problems, capacity 
limitations flowing from reduced investment in recent years, and shortages 
of imported raw materials and intermediate goods in many industries. The 
construction sector continues to show the most dynamic growth, although 
strikes and reduced public sector spending have lowered the rate of growth 
significantly over the past few months. Domestic extraction and refining 
of petroleum may also decline somewhat as the coastal fields production . 
sales in recent months have dropped off somewhat. Im addition, recent off- 
shore drilling has proved less successful than expected. Some jungle oil 
is being shipped down the Amazon to Brazil, but not in sufficient quanti- 
ties to offset increasing requirements for imports which are now estimated 
at around 40,000 b.p.d. and which are growing at 5,000 b.p.d. per year. 
The production of fishmeal should reach nearly 1.3 million tons in 1975, 
an increase of more than 50% compared with the previous year, of which 
around 1.05 million tons may be exported. Ecological conditions of 
coastal waters have apparently returned to normal. High costs of pro- 
duction and lower international prices are squeezing the industry, how- 
ever. 


On the demand side, public investment, primarily by the State Enterprises, 
continues to increase at a very rapid rate with 25% growth foreseen for 
the current year. This investment will be concentrated in the petroleum, 
industrial, agricultural, transport and mining sector which together will 
account for over 70% of all public sector investment. Increased public 
sector employment plus the sizeable wage increases granted this year 
should raise public consumption expenditures by more than the 5.4% planned 
for 1975. 


The growth of real private consumption will probably slow somewhat from 
the 8% rate achieved in recent months owing to an increase in the tax 
burden and higher prices for most basic food items. Additional policy 





measures to increase national saving reportedly soon to be forthcoming, 
(reductions in tax incentives for private investment, interest rate 
adjustments, etc.) are likely to reduce growth in private consumption 
even further. 


With the exception of the foreign investment in oil exploration and in 
the Cuajone mining project, there has been very little new private invest- 
ment, domestic or foreign, in Peru. Recently proposed changes in the 
industrial community law (see below), together with constantly expanding 
government controls over management decisions may further discourage 
private investment. Moreover, credit to the private sector has been 
squeezed due to increasing needs of the public sector, which is given 
priority, combined with limits on the growth of credit as an anti- 
inflationary measure. Heavy reinvestment of earnings persists, partly to 
meet worker ownership requirements and partly to take advantage of exist- 
ing tax incentives. Several social property firms have now been formed 
and several more are in the process of being established, but only one 
(motorcycle assembly) has actually started producing. Investment in this 
new sector may reach $70 million for the 1975-76 biennium. Although 
little foreign trade data are available, imports are expected to grow 
much more rapidly than exports, notwithstanding the minimum credit 
requirements imposed on private sector importers last year. 


Uneven Growth in Industrial Production 


Growth in industrial sector production can best be described as uneven. 
Only the brewing and beverage, machinery and appliance, fish canning, 

glass manufacturing and cement industries are experiencing production 
increases in excess of 5% this year, and many industries are apparently 
producing less than in the previous year, most notably the furniture, shoe, 
and metal working industries. Shortages of raw materials and intermediate 
goods owing to restrictions on imports, capacity limitations, and, most 
important, increasingly disruptive labor/management conflicts, have 
combined to curb production growth. 


Proposed changes in the Industrial Communities Law could markedly increase 
the role of the Communities in management decisions through a new Industrial 
Community Court with power of final decision. The Court will decide on 
appeals presented to it by the Communities" representatives, and this 
process could well slow down a firm's ability to make rapid decisions. 

The proposed changes, as announced by the Government, dropped concepts 

in an earlier draft which would have provided for a compensatory 

mechanism to equalize returns among communities in firms or industries 

of varying profitability. 


New Price Policy May Stimulate Food Production 


In an abrupt change of policy, Peruvian authorities recently raised on- 
farm and retail prices of most basic food items in an attempt to stimulate 
production, reduce food imports, and cut subsidies. The previous policy 
of subsidized prices for the benefit of the urban consumer had contributed 
to persistent decreases in per capita production, large increases in food 
imports, illegal sales to neighboring countries, frequent shortages in the 





local markets, and surreptitious price increases. The elimination of 
subsidies on imported food (especially wheat) will lessen pressure on the 
budget, but will add to inflationary pressures if production does not 
respond strongly to the stimulus of higher farm level prices. A _ com- 
parison of price/cost trends over the past few years indicates that 

costs were only partially offset for most products by the recent price 
increases and that net farm incomes have not improved significantly. 


In a concurrent move, the Government reemphasized the high priority it 
accords to increasing food production by creating a new Ministry of Food 
with the responsibility of increasing domestic food output. Neverthe- 
less, during 1975 the per capita production of basic food items is 
expected to decline by about 1%, average food prices will most likely 
increase by more than 30%, and food imports may reach $450 million. 
Land adjudication under the agrarian reform is proceeding rapidly 
despite some campesino resistence to cooperative forms of organization. 
The Government is waging an aggressive campaign against frontier 
contraband in food and against unscrupulous middlemen who are accused 
of holding food off the market to generate illegally high prices. The 
Government has announced a plan to provide twenty-two marketing centers 
in rural cities to improve the marketing and distribution of food 
products. Meanwhile, the Government is supporting a program of direct 
sales by the farmers to the people through back-of-truck markets which 
have appeared in many of the poor suburbs around Lima. 


Balance of Payments Outlook Worsens 


Peru's balance of payments forecasts for the rest of 1975 and 1976 show 
growing overall deficits and sizeable losses in international reserves. 
Imports are expected to increase much more rapidly than exports producing 
a large trade deficit during this period. Net external factor payments 
abroad, especially insurance and freight and interest on the external 
debt, it is forecast, will considerably exceed last year's sizeable 
deficit. Debt amortization payments for 1975 will probably be reduced 
through rescheduling payments. Despite heavy long term capital inflows 
to the public sector and increased foreign direct private investment, 
(Cuajone copper mine and oil exploration) a large net basic balance of 
payments deficit is foreseen for the next eighteen months. Net outstand- 
ing short term credit to the private sector, which increased substantially 
in 1974 in response to the 180 day miaimum credit requirements imposed 

on importers, will probably decrease gradually in coming months due to 
recent reductions in the credit requirements, thereby adding to the loss 
in international reserves. The search for oil in the Peruvian jungle 

has not been as successful as anticipated and it is now unlikely that 
Peru will become a major oil exporter by 1977, if then. Several foreign 
oil companies which failed to find oil have decided to depart, and others 
may follow suit in the near future. Other companies, however, continue 
their drilling in the northern, central and southern jungle. It is 
premature to speculate on Peru's eventual petroleum potential. The 
country's international credit rating remains high as evidenced by the 
recent, successful negotiation of a $150 million balance of payments 
loan with a consortium of international banks. 





Growth in supplemental food imports to maintain internal consumption 
levels plus large increases in public sector imports of raw materials 
and capital goods required to support the Government's development 
projects will escalate imports to record levels over the next few 
months. The private sector, with limited access to foreign exchange, 
will most likely be permitted only a slight growth in imports. Sharp 
increases in production costs combined with much lower international 
prices have reduced or eliminated profit margins on some important 
export products (copper, fishmeal), and, in general, export prices have 
fallen from the high levels reached just a few months ago. Peru's 
commitment to the CIPEC countries to reduce the volume of copper exports 
will be accomplished through the closings of many small mines rendered 
unprofitable by the price/cost squeeze through copper stockpiling at the 
new Ilo refinery. In about a year, the Cuajone and Cerro Verde mines 
should be on line, which will almost double the country's copper 
production. On the other hand, the prices of some of Peru's major 
imports have decreased, particularly the price of wheat. Thus far, the 
price of petroleum imports has been maintained; however decreasing 
internal production in Peru may signify an increasing volume of 
imports, for a rapidly growing trade deficit. The net import of 
services (invisibles) will continue to increase owing to both increased 
volume and prices, with freight and insurance and interest payments on 
the external debt the major items. The current account deficit may 
thus approach $1 billion for each year of the biennium. 


Direct private foreign investment will undoubtedly continue to be limited 
almost exclusively to the Cuajone copper project and oil exploration 
in the Peruvian jungle. The recent expropriation of Gulf Oil and the 

nationalization of the Marcona iron ore complex 

have not led to increased foreign investor confidence 

in Peru. Foreign investment is accepted within guidelines set by 
national and Andean Pact regulations, which include limits on profits 
and capital repatriation, and emphasize joint ventures and/or phase-out 
formulas for existing foreign businesses. 


Net external loans to the public sector should continue at the rate of 
about $650 million annually. Project disbursements are expected to 
continue at the rate established in previous months, barring slowdowns 
due to strikes or a decision to reduce spending to hold down inflation. 
Approval of a $150 million balance of payments loan from a consortium 
of international banks is in prospect for the second half of 1975 with 
perhaps more to come later. Venezuela has agreed to finance roughly 
three-quarters of Peru's oil imports through June 1977, and the World 
Bank Sponsored Consultative Group has given general approval to the 
country's development programs and external capital requirements. 
Moreover, at mid-1975 Peru's net international reserves were equal to 
nearly three months imports. 





Although the terms of trade are deteriorating rapidly and some major 
export products (copper, fishmeal) are now selling at less than cost, 
devaluation has been categorically rejected by the Government and seems 
unlikely for at least the short term. However, the new incomes policy 
could intensify pressure for devaluation if it proves highly inflationary. 


Government Acts to Reduce Budget Deficit 


In order to expand public saving and thereby reduce the inflationary 
effects of the large and growing budget deficits, the Government 
increased the value added tax, import and export taxes, the tax on 
alcoholic beverages, some other minor taxes, and raised the price of 
practically all previously subsidized goods and services. The prices 
of the most heavily subsidized imported food items, wheat and vegetable 
oil, were raised along with the prices of gasoline, electricity, and 
some items subject to minor subsidies. Owing to these measures, 
subsidies for the 1975-76 biennium should be reduced by about 70%. 


The combination of tax increases and reduced subsidies mentioned above 
should have a significantly favorable impact on the Government's budget 
perhaps by as much as S/.20 billion, thus reducing the original deficit 
by some 60%. The impact of the increases in public sector wages and 

of general price increases on Government spending is less clear, but 

is sure to offset somewhat the increased savings. The net effect could 
produce some lessening of inflationary pressures in the short run. How- 
ever, the basic causes of the current inflation are structural, so the 


longer run results depend upon how the economy reacts to these policy 
measures. 


Rate of Inflation Accelerates 


The general price and wage increases promulgated at mid-year will serve 
to increase prices in the short run, after which Government officials 
hope the rate of increase will diminish. 


During the first four months of 1975, consumer prices increased at 

an annual rate of slightly over 30%, considerably higher than the 19% 
rate experienced in calendar year 1974. Food and beverage prices are 
increasing at an annual rate well in excess of the average for all 
goods, despite controls on most basic food prices. Reports on price 
increases of services and many intermediate goods and raw materials 

for industry indicate more rapid increases than apparent in the official 
indices. Imported inflation continues to contribute to internal price 
increases, but to a lesser degree than in the recent past owing to lower 
prices for food imports, especially wheat. 


Wage increases are exceeding productivity gains by more than in the 
recent past, becoming a more important factor in pushing prices upward. 
Shortages of food and other consumer items and concern about devaluation 
are also contributing to inflation. 





In addition to the measures described above, the Government is studying 
interest rate adjustments to encourage saving and is placing some 
constraint on expansion of the money supply. Productivity growth, which 
had been expected to increase, thus moderating the rate of inflation, 
appears to have slowed significantly in nearly every sector of the 
economy, and unless private sector investment recovers, both in the 
agricultural and industrial sectors, this trend may continue. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. Exporters Should Encounter Growing Markets 


Markets for U.S. exporters for food products, intermediate and capital 
goods and raw materials should encounter growing markets in Peru in 

coming months. Exporters of consumer goods, especially non-essential 

or luxury items, may find their markets subject to even more restrictions 
if balance of payments prospects worsen. Private sector importers are 
still subject to foreign exchange quotas and minimum credit requirements of 
either 120 or 90 days depending on the nature of the product. Also, the 
Government is encouraging importers of durable goods to make use of 
medium term credit lines which have been made available in large amounts 
by foreign banks. Sales related to public sector development projects 
will probably continue to experience the most rapid growth, since invest- 
ment by the public sector is slated to grow at a rate of 24% over the 
next few months. Implementation of many of the 84 projects contained 

in the list presented by Peru at the World Bank Sponsored Consultative 
Group meeting in Paris last April is scheduled to begin during the present 
biennium. Among the projects to which Peru is giving special emphasis 

and which might be of particular interest to U.S. suppliers are a steel 
mill expansion, copper mine development, hydroelectric power systems, 

and a series of expansions in the Centromin mining complex. Financing, 
both external and internal, has been obtained for only a few of these 
projects, however, and foreign exporters will be expected to arrange 
financing for their sales in most cases. Financing terms will be an 
important element in competing in this market. U.S. exporters of food 
products, heavy construction equipment, mining and minerals processing 
equipment, machinery and equipment for metal working industries, and 

food processing and storage equipment should find good markets. Con- 
tinued oil exploration, although probably at a reduced rate, should provide 
additional growth in sales of related equipment, machinery, etc. 


Investment Opportunities Exist Despite Restrictions 


Some attractive opportunities do exist for foreign investment in Peru 
despite restrictions limiting the repatriation of profits and investment 
and the areas of the economy in which such investment can be made. 
Foreign investment is proscribed in the extractive industries, news- 
papers, cement, radio, television, fishing, among others. Joint 
ventures in manufacturing, food processing, metal working projects with 
the foreign firms as minority stockholders, are especially welcome. 
Investors should be aware of the requirement to eventually relinquish 





50% ownership through reinvestment of profits on behalf of the workers' 


communities, and the provisions of Decision 24 of the Andean Pact 


regulating foreign investment. Foreign investment is welcome in Peru 


under these restrictions, although there has been practically no new 
foreign investment in Peru in the last few years except in the Cuajone 


project and oil exploration. 








CALL US 


WE’VE GOT THE ANSWERS 
TO YOUR MARKETING 
QUESTIONS WORLDWIDE 


Commercial and economic information responsible for a country or group of 
on most trading partners of the United countries as listed below. Assistance 
States is available from the Bureau or information about marketing in 
of International Commerce,U.S. De- these countries may be obtained by 
partment of Commerce. dialing these key people directly: 
The Bureau is organized geographically (202) 967 plus the given extension 
with a Country Marketing Manager 


Area Extension Far East 


Australia and New 

Zealand 3646 
East Asia 5401 
Japan 2427 
South Asia 3137 
Southeast Asia 3875 


Africa 
Central Africa 3904 
East and South Africa 4927 
West Africa 4388 


Europe 


Canada and Benelux Latin America 

countries 3848 Brazil 5427 
France 4504 Mexico, Central 
Germany and Austria 4414 America, and 
Italy and Greece 3944 Panama 5020 
Nordic countries 4601 Argentina, Uruguay, 
Spain and Portugal 3957 and Paraguay 2428 
Switzerland, Yugo- Caribbean countries 

slavia and Turkey 2795 and remainder of 
United Kingdom 3713 South America 2995 


Special units within the Department of Commerce have been created to 
deal with particular marketing situations: 


Commerce Action Group for the Near East 
North Africa 5737 
Near East 
Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, 


Qatar, Saudi Arabia. Syria, United Arab 
Emirates, Yemen Arab Republic 


lran, Israel, Egypt 


Bureau of East West Trade 


Eastern Europe 
USSR 
Peoples Republic of China 
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